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Dear Sir ~ J P  %dm: i 
i 

We have completed our conalderation of your ayglicbtion for nxrrmpLlon fm t I 
federal income t u  under section 40l(a of the Internal Ravanua Wlr! as M 
organization deecribed in ecction 501(c l ( 3 ) .  

You were incorporate*******************. a5 3 nonprofit corporation ur,der the 
lawa of the State of*********. No purpoae was listed in your original Articles 
of Incorporation. but they were later amcnded to provide that you are organized 
*************** charitable plrposes. You were formed by *********** ******* and 
***************. They are ****only *** me****s of your Bobrd of Directors. 
Each of them contributed $******* to you in ****. 

According to your application and additional j nformation provided latar. your 
only activity ia the providing of nonmedical transportation services to the 
public. You do not provide medical attention or trebtment, or merptency 
ambulance transportation and atrvicea. 

There are no prticular age or dieability requirerpents. but it appears that most 
of your services are provided for the elderly. the disabled and to children. 
You provide doar to doar franswrtation to medical appointmante, to atnior 
centers. to special schoola. daycare. and for shopping. Your acrvices appear 
to be available to all and, according to your flye- and rworckd message yar 
accept kdicaid or private payment. Your client5 arc not require3 to be of a 
certain age. disability. medical condition. or to establiah that other suitable 
transportation is either not available or affordable. 



******** ******* **** 

Almoat all of the chargea for the aervicea you provide are covered under 
Hedic~id through contracts you have with the oocial service departments of 
atveral counties. Your charges Arc $***** per one-way trip plus ** cents per 
mile athrting with the ninth mile. Thoee charges equal the Medicaid reimburae- 
m n t  rate. Presently, aubatmtially all of your riders am covered under 
tied icaid . 
You have no mliey Allowing for the transportation of mrsona who Are unable 
to pay you chhrgaa. either directly or through Hedieaid. You state that you 
prc~vida ~firvir:en for a few re0p1n now regnr**eea of whether they cAn pay. 
You hope to etwont~~ally donate *** percent ( * * X 1  of your transportation services. 
Rxcept for your treaeurer, y a w  activities are carried on by paid employees, 
includine n director. an administrative anaiatant. m d  seven drivers. Servieoe 
are avail~ble every day. oixteen houra per day. 

Your receipts, except for the initial cantributiona from your foundcrs. are 
from fees for services. Your expennes include van and equipnent leaaes, 
insurance. rent. gas, and salariee. 

Section 5Cllc) of the Cade describes certain oraanizatione exempt from Fedcr~l 
income tax under section 501(a) and reads, in psrt, aa followe: 

" ( 3 )  Corporations,=* fund. or foundation, organized and operated 
exclusively for religious, charitable, ecientific, *** literary, or 
educatiorial purpoaea. or to foster national or international amateur 
syorts competition (but only if no part of its activitiee involve the 
provision of clthletic facilities or equiment), or for the prevection of 
cruelty to children or animale, no part of the net earningti which inures to 
the benefit of any private shareholder or individual. no subatmtial part 
of the activities of which is carrying on propaganda, or otherwise 
attempting, to influence legislation (except as otherwise provided in 
subsection ( h ) ] ,  and which does not participate in, or intervene in 
iincluding the publishing or diatributing of statements), any political 
 cam^ ign on behalf of any candidate for public office." 

Section 1.501(c)[3)-1 of the regulations provides. in part, aa follows: 



************** ***. 

"(a)(l)In order to be exempt as an organization described in eection 501(c)(3), 
an organization must be both organized and operated exclusively for one or more 
of the yurpoaee specified in stlch saction. I f  an organization fail6 to meet 
either the organizational teat or the operational test, it ia not exempt." 

" ( c  ) (  1 )Primnry hctivities. An organization will be rognrded an "operated 
sxcl\rsivoly" for one or mors exempt prrpoaea only i f  it engagan primarily in 
activities which accomplish one or mare of at1c.h exempt plrpoaee specified in 
section 501(c ) (31 .  An orqmizntion will not be 80 rc~arded if mare than hn 
ineuLatant.inl part of ita activities 10 not. in furth~renco of an axcmpt 
purpoao. 

Revenue Ruling 77-246. 1977-2 C.B. 190, found that ti non-profit orgnnization 
that provides. u p n  request, l ~ w  coat bils traneportatton to sen!or citizens and 
h m d i c a p ~ d  rersons in a commtmity where public tranayortation ie \rnavailable or 
incrdequate qualifies for exemption under eection 501 (c 1 ( 3 ) of the Code as 
operated exclusively for charitable pirweee. The etated prrpoee of tho organi- 
zation was to provide low coat transyortation services to senior citizen8 and 
handicappd psraona of a particular community. The organization owned and 
operated A btia which made frequent daily tripft to transport senior citizens and 
hmdicapped Wroons to downtown shopping areas and medical facilities. b a t  
riders telephoned in requeata for services. Ribllc traneportation waa otherwise 
unavailable or inadeqtrate for those members of the commity. Ridera had to be 
able to show proof of age or handicap. The organization waa aubetantially 
staffed by volunteers who donated their services. Although the organization 
charged a fee for services, it was dependent upan contributions and federal and 
local governmental or institutional grants in order to meet operating expannee. 
The ruling stated that it is generally recognized that the elderly and the hand- 
icapped, because of advanced age or dieability, encounter forms of dietress 
aside from financial considerations. The ruling found that praviding t r m n ~ r -  
tation services for the elderly and the handicapped in the manner described ia 
providing relief to the distressed and ia a charitable prrpoee. Thua. the 
organization was held to qualify for exemption under section 501(c)(3). 

Revenue Ruling 76-244. i976-1 C.B. 155, held that an organization that provides 
home delivery of meals to elderly and handicapped people by volunteers, for a 
fee insufficient to cover the coat of operations but approximating the cost of 
the meals provided. or for a reduced fee or no fee depending on the recipient's 
4bi lity to p y .  ia o ~ r s t e d  for charitable prrpaee and qualif iea for exemption 
under section SO1 (c ) ( 3 )  of the Code. 



******** ******* **** 

Unlike the two organizations described above. your service8 are not necessarily 
l imited to any p ~ r t i c u l a r  charitable class, but are available to the general 
p ~ b l i c  i n  the aame manner that A trade or buuineas offers i t a  aewicea o r  
prnhcte  to everyone. Riders are not required to show proof of dgc, dielrbility, 
or that transportation is not othervise avaj.lahle or affordable to thee. In 
add i t icn. your feee cannot be charactori zed &8 low-coat 1 ike the or&anlzcr t ione 
dsecribed in. the rtrlinga. You charge $****  ( $ * * * * *  snch way) far  a mimdtrip 
of ***  or **  milerr. which in not conaidrtr-ad to be a low-coat fee. 

Fllrther. you have no tnlicy of providing acrv.\ces n t  reduced feve or no fee 
for ?,horla who m y  not h ~ v e  Medicaid or private funda aufficsient to pay your 
charges. Finally. unlike the two charitable oraanixations doscribed i n  the 
rulinga above, you do not make cxtcn~ive use of a vol\lntcr?r ataff nnd you &re 
not eupported by plhlic dona'iona. 

Accordingly. WP are tmahle to diatinrpuish yotrr yethod of oprhtione from that 
of an ordinary trade or businena. A trddc or hlaineos will not bc considered 
<:haritablc only becsuse the wn8mers of i t8  aervicee or prodtrcta may be elderly 
o r  disabled. Significant charitable elemnta, as  il luatrated above, must be 
p r ~ ~ e n t .  Those element8 are not preaent i n  your oprsrationa. 

Therefore. because we have determined that you are not operated exclusively for 
charitable purposes. but are operated i n  the nature of an ordinary trade or  
business, tax-exempt etatua under section 501(c)(3) is ,denied. You ahould f i l e  
federal income tax returns. 

I f  you agree w i t h  these conclusions or do not wish to f i l e  a written proteat, 
please sign and return Form 6018 i n  the enclosed self-sddroeeed envelope aa soon 
as possible. 

I f  you do not agree with these conclusions. you may. within 30 days fm the 
date of th i s  l e t t e r ,  f i l e  i n  duplicate a brief of the facts. law, and argument 
that clearly se ts  forth your position. If you desire an oral discussion of the 
iasue. please indicate t h i s  i n  your protest. The enclosed Publication 892 gives 
i n s t ~ c t i o n e  for f i l ing a protest. 

I f  you do not f i l e  a proteat with thia office within 30 days of the date of th i s  
r e v ~ r t  or le t ter .  t h i a  propoacd determination will become f inal .  



******** *******  ***. 

I f  you do not proteat  th io  proposed determinhtion i n  a timely manner, it w i l l  be 
conaidered by the Internal Revenue rhdc a s  a f a i l u r e  to  exhaust avai lable  
administrative remedicre. Section 7428(b)(2) of the Internal Rovenue Code 
provides in par t  t ha t ,  "A declaratory Judgment o r  decmo under t h i a  sect ion 
eha l l  not be issued in any proceedin# unless the Tax Court, the Court of Claims, 
o r  tho d i a t r i c t  court of the United S ta tes  for  the Diatr ic t  of Columbia 
dc tcmines  t ha t  tho orsani zation involved has sxhauatad adml n i s t r a t i ve  nwedien 
w a i  lable t o  it v i  thin the Internal Revenue Service. " 

If th io  determination l e t t e r  ISdc00168 a f ina l  determination, we will no t i fy  the 
~ p p r o p r l a t e  S t ~ t a  Officials, IIB required by aactjon 6104(c) of the W e ,  t h a t  
b a e d  on tho information we have, we are  unable t o  recognize you aa an 
organization of the type described in  Code section 5Ol(c ) ( 3 ) ,  

I f  you h ~ v e  MY q u e a t i o n ~ ,  YOU any contbct the paraon whoac nme. telephone 
number, and addreas appeara on tho top of t h i s  l e t t o r .  

Sincerely. 

Diatr ic t  Director 

Iinc losurea : 
Form 6018 
Pllblication 892 


